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Summary 

No two state budgets are alike. States have different budget cycles, different ways of preparing 
revenue estimates and forecasts, different requirements concerning their operating and capital 
budgets, different roles for their governors in the budget process, and different policies 
concerning the carrying over of operating budget deficits into the next fiscal year. 

Although no two state budgets are alike, all 50 states experienced heightened levels of fiscal 
stress during and immediately following the national economic recession, which officially lasted 
from December 2007 to June 2009. For example, state tax revenues from all sources, including 
sales, personal, and corporate income taxes, fell 10.3% (from $680.2 billion to $609.8 billion) 
from FY2008 to FY2010. The decline in state tax revenue, coupled with increased demand for 
social services and state -balanced operating budget requirements, created what the National 
Association of State Budget Officers (NASBO) characterized as “one of the worst time periods in 
state fiscal conditions since the Great Depression.” 

States closed nearly $230 billion in state budget shortfalls in FY2009 and FY2010; and $146.3 
billion in state shortfalls in FY2011 and FY2012. Since then, state fiscal conditions have 
generally improved. In FY2013, state general fund spending surpassed pre -recession levels for 
the first time, reaching $693.7 billion, and 45 states increased their general fund spending in 
FY2013 compared with FY2012. Although state fiscal conditions have improved, state budgetary 
officials predict continuing budgetary challenges in virtually all states in FY2014, in part due to 
relatively slow state revenue growth, the need to replenish reserves, and increased costs for health 
care and other social services. 

Congressional interest in state budgetary finances has increased in recent years, primarily because 
state action to address budget shortfalls, such as increasing taxes, laying off or furloughing state 
employees, and postponing or eliminating state infrastructure projects, could have an adverse 
effect on the national economic recovery. Also, if states reduce their service levels there could be 
additional pressure for the federal government to either provide those services or to provide 
additional federal assistance to states. 

This report examines the current status of state fiscal conditions and the role of federal assistance 
in state budgets. It begins with an overview of state budgeting procedures and then provides 
budgetary data comparing state fiscal conditions in FY2008 to FY2013. The data indicate that (1) 
recent improvements in the national economy have enabled many states to increase their general 
fund spending, but states still face several fiscal challenges in part due to relatively slow state 
revenue growth, the need to replenish reserves, and increased costs for health care and other 
social services; (2) states are more reliant on federal assistance today than in FY2008; and (3) 
state officials anticipate an increase in federal assistance for Medicaid over the next several years, 
but they are concerned that federal budget constraints could lead to declines in federal assistance 
in other program areas. 

This report concludes with an assessment of the consequences current levels of state fiscal stress 
may have for the 1 13 th Congress. 
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State Budgets 

No two state budgets are alike. 1 For example, 29 states have an annual budget cycle, 19 states 
have a biennial budget cycle, and 2 states have an annual budget cycle for some agencies or 
purposes and a biennial budget cycle for others. 2 Most states (46) begin their fiscal year on July 1, 
2 states begin their fiscal year on October 1 (Alabama and Michigan), 1 state begins its fiscal year 
on September 1 (Texas), and 1 state begins its fiscal year on April 1 (New York). 3 

States also have different ways of preparing their revenue estimates and forecasts that project the 
amount of revenue that will be available based on current law to support operating costs and 
capital outlays in the current and future fiscal years. These revenue estimates are important 
because they establish the general parameters for the state’s budget at the outset of the budget 
process. 4 The state budget office is solely responsible for revenue forecasting in 13 states, a board 
or commission is solely responsible in 1 1 states, and the state revenue office is solely responsible 
in 3 states. The remaining states use a combination of agencies or boards to develop their revenue 
forecasts. 5 

All but one state (Vermont) has some form of a balanced operating budget requirement, either in 
statute or in their state constitution, but the stringency of these requirements varies, ranging from 
having only a requirement that the governor submit a balanced operating budget for the 
legislature’s consideration (2 states) to having a prohibition against carrying a deficit forward and 
requirements that the governor propose, the legislature pass, and the governor sign a balanced 
operating budget (26 states). 6 Overall, governors in 44 states must submit a balanced operating 



1 The state expenditure data presented in this report are drawn from the National Association of State Budget Officers’ 
(NASBO) annual State Expenditure Reports. The data are self-reported by the states. In 2010, the Government 
Accountability Office (GAO) assessed the reliability of NASBO expenditure data for a report on state and local 
government use of funding provided by P.L. 11 1-5, the American Recovery and Reinvestment Act of 2009. GAO 
reviewed existing documentation related to the NASBO data sources and interviewed knowledgeable agency officials 
about the data. GAO determined that “the data are sufficiently reliable for the purposes of this report.” See U.S. 
Government Accountability Office, Recovery Act: Opportunities to Improve Management and Strengthen 
Accountability over States’ and Localities’ Use of Funds, GAO- 10-999, September 20, 2010, p. 205, at 
http://www.gao.gov/new.items/dl0999.pdf. GAO has also examined the reliability of NASBO’s semi-annual Fiscal 
Survey of States reports and found them to be reliable. See U.S. Government Accountability Office, State and Local 
Governments: Knowledge of Past Recessions Can Inform Future Federal Assistance, GAO- 1 1 -40 1 , March 3 1 , 20 1 1 , 
pp. 2, 52, at http://www.gao.gov/new.items/dl 1401.pdf. The Bureau of the Census also surveys state and local 
governments concerning their revenues and expenditures. NASBO data was used in this report because it includes more 
recent estimates. 

2 National Association of State Budget Officers, Budget Processes in the States, Washington, DC, Summer 2008, p. 5, 
at http://www.nasbo.org/sites/default/files/BP_2008.pdf; and Ron Snell, “State Experiences With Annual and Biennial 
Budgeting,” National Conference of State Legislatures, April 201 1, p. 1-3, at http://www.ncsl.org/research/fiscal- 
policy/state-experiences-with-annual-and-biennial-budgeti.aspx. 

3 National Association of State Budget Officers, Budget Processes in the States, Washington, DC, Summer 2008, p. 5, 
at http://www.nasbo.org/sites/default/files/BP_2008.pdf. 

4 Ibid., pp. 3, 20. For further information and analysis of state revenue estimates see Susan K. Urahn and Thomas Gais, 
“States’ Revenue Estimating: Cracks in the Crystal Ball,” The Nelson Rockefeller Institute of Government and the Pew 
Center on the States, Washington, DC, at http://www.pewstates.org/uploadedFiles/PCS_Assets/201 1/ 
States_Revenue_Estimating_final.pdf. 

5 National Association of State Budget Officers, Budget Processes in the States, Washington, DC, Summer 2008, pp. 3, 
20, at http://www.nasbo.org/sites/default/files/BP_2008.pdf. 

6 Ibid., p. 40; and National Conference of State Legislatures, “NCSL Fiscal Brief: State Balanced Budget Provisions,” 
Washington, DC, October 2010, pp. 4, 5, at http://www.ncsl.org/documents/fiscal/ 

(continued...) 
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